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AUDIT RISK ALERTS
Single Audits—2002
Audits of Organizations Receiving 
Federal Awards: Single Audits 
Performed in A c c o rd a n c e  With 
Office of M a n a g e m e n t and 
Budget Circular A-133
C o m p le m e n t to A IC P A  Statement 
of Position 98-3, Audits of States, 
Local Governm ents , a n d  Not-for- 
Profit Organizations Receiving  
Federal Awards
Notice to Readers
This Audit Risk Alert, prepared by the AICPA staff, is intended to provide au­
ditors of organizations receiving federal awards with an overview of recent in­
dustry, regulatory, and professional developments that may affect the audits 
they perform.
This publication is an Other Auditing Publication as defined in Statement on Au­
diting Standards (SAS) No. 95, Generally Accepted Auditing Standards (AICPA, Pro­
fessional Standards, vol. 1, AU sec. 150). Other Auditing Publications have no 
authoritative status; however, they may help the auditor understand and apply SASs.
If an auditor applies the auditing guidance included in an Other Auditing Pub­
lication, he or she should be satisfied that, in his or her judgment, it is both ap­
propriate and relevant to the circumstances of his or her audit. The auditing 
guidance in this document has been reviewed by the AICPA Audit and Attest 
Standards staff and published by the AICPA and is presumed to be appropriate. 
This document has not been approved, disapproved, or otherwise acted on by a 
senior technical committee of the AICPA.
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Single Audits—2002
Overview
Each year, the federal government awards billions of dollars to 
state and local governments and not-for-profit organizations 
(NPOs). Last year alone, the federal government issued approxi­
mately $325 billion in awards to these entities. These awards in­
clude grants, loans, loan guarantees, property, cooperative 
agreements, interest subsidies, insurance, food commodities, and 
direct appropriations and federal cost reimbursements. Entities 
that receive federal funds are subject to audit requirements that 
are commonly referred to as single audits.
Among other things, the Single Audit Act Amendments of 1996 
(the Single Audit Act) (Public Law [PL] 104-156) is intended to 
promote sound financial management, including effective inter­
nal control, with respect to federal awards administered by state 
and local governments and NPOs. Each year, about 30,000 sin­
gle audits are performed. Under Office of Management and Bud­
get (OMB) Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations (Circular A-133), those govern­
ments or organizations that expend $300,000 or more in federal 
awards during the fiscal year must do the following:
1. Maintain internal control for federal programs.
2. Comply with the laws, regulations, and the provisions of 
contracts or grant agreements.
3. Prepare appropriate financial statements, including the 
schedule of expenditures of federal awards.
4. Ensure that the required single audits are properly per­
formed and submitted when due.
5. Follow up and take corrective actions on audit findings.
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Single Audit Objectives
Under Circular A-133, the auditor has additional testing and re­
porting responsibilities for compliance, as well as internal control 
over compliance, beyond a financial statement audit performed 
in accordance with Government Auditing Standards (GAS—also 
known as the Yellow Book—terms that are used interchangeably 
in this Alert), and generally accepted auditing standards (GAAS).
A single audit has two main objectives:
1. An audit of the entity’s financial statements and the report­
ing on the schedule of expenditures of federal awards in re­
lation to those financial statements
2. A compliance audit of federal awards expended during the 
fiscal year (This compliance audit provides a basis for is­
suing an additional report on compliance related to major 
programs and on internal control over compliance.)
With regard to compliance, the auditor is required to determine 
whether the entity complied with laws, regulations, and the pro­
visions of contracts or grant agreements pertaining to federal 
awards that have a direct and material effect on each major pro­
gram. The auditor is required to express an opinion on whether 
the entity complied with laws, regulations, and the provisions of 
contracts or grant agreements that could have a direct and mater­
ial effect on each major program. Where applicable, the auditor is 
also required to refer to a separate schedule of findings and ques­
tioned costs.
With regard to internal control over compliance, the auditor is 
required to do the following, in addition to the requirements of 
Government Auditing Standards:
• Perform procedures to obtain an understanding of internal 
control over federal programs that is sufficient to plan the 
audit to support a low assessed level of control risk for 
major programs.
• Plan the testing of internal control over major programs to 
support a low assessed level of control risk for the asser-
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tions relevant to the compliance requirements for each 
major program.
• Perform tests of internal control (unless the internal con­
trol is likely to be ineffective in preventing or detecting 
noncompliance).
A written report on internal control over major programs is re­
quired describing the scope of testing of internal control and the 
results of the tests, and, where applicable, referring to a separate 
schedule of findings and questioned costs.
Single Audit Guidance
The primary sources of AICPA audit standards and guidance re­
garding single audits are Statement on Auditing Standards (SAS) 
No. 74, Compliance Auditing Considerations in Audits of Govern­
mental Entities and Recipients of Governmental Financial Assistance 
(AICPA, Professional Standards, vol. 1, AU sec. 801), and State­
ment of Position (SOP) 98-3, Audits of States, Local Governments, 
and Not-for-Profit Organizations Receiving Federal Awards. SOP 
98-3 provides guidance on the auditor’s responsibilities when 
conducting a single audit or program-specific audit in accordance 
with the Single Audit Act and Circular A-133.
Circular A-133 provides for the issuance of a compliance supple­
ment to assist auditors in planning and performing the required 
audits. The OMB Circular A-133 Compliance Supplement (the 
Supplement) identifies important compliance requirements that 
the federal government expects to be considered as part of an 
audit in accordance with the Single Audit Act and Circular A- 
133. Use of the Supplement is mandatory.
The Supplement is updated annually and contains specific audit 
guidance relating to individual federal programs. The Supple­
ment provides a source of information for auditors to understand 
federal program objectives, procedures, and compliance require­
ments, as well as audit objectives and suggested audit procedures 
for determining compliance with these requirements. See the dis­
cussion of the 2002 Supplement in the section of this Alert enti­
tled “Circular A-133 Audit Guidance Update.”
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Federal Audit Clearinghouse: Role and Responsibilities
The Federal Audit Clearinghouse (FAC), the organization the 
OMB designated to receive single audit reports from federal 
award recipients, received about 34,000 single audit reports dur­
ing calendar year 2000. About 5,500, or approximately 16 per­
cent, of these reports contained audit findings.
The FAC processes incoming reporting packages and related data 
collection forms, maintains a government-wide database of au­
dits, distributes reports with audit findings to individual federal 
agencies for audit resolution, and maintains an archival copy of 
all reports. The FAC provides an efficient and effective method of
(1) processing, distributing, and archiving single audit reports;
(2) monitoring recipients’ compliance with requirements to sub­
mit reports required by the Single Audit Act; and (3) capturing 
and analyzing information on audit results.
Help Desk: The FAC database of all complete data collection 
form information is accessible to federal agency users and the pub­
lic through the FAC Web site at http://harvester.census.gov/sac.
Audit Quality Monitoring by Cognizant Agencies
Circular A-133 requires that cognizant agencies for audit (mean­
ing, those agencies with specific single audit oversight responsi­
bilities for recipients expending more than $25 million annually 
in federal awards) conduct or obtain quality control reviews of se­
lected single audits. These efforts include desk reviews and qual­
ity control reviews (QCRs).
Desk Reviews
All single audit reporting packages undergo an initial screening to 
determine whether they are complete when submitted to the 
FAC in Jeffersonville, Indiana. Some federal Offices of Inspectors 
General (OIGs) or another office within the agency perform a 
desk review when the reporting package arrives at the federal 
agency. The President’s Council on Integrity and Efficiency 
(PCIE) has issued a desk review guide and checklist, entitled Uni­
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form Guide for Initial Review ofA-133 Audit Reports for use by 
OIGs when performing desk reviews.
Quality Control Reviews
QCRs are more detailed than desk reviews and typically involve 
the OIG examining the auditor’s work. The objectives of a QCR 
of a single audit are to (1) ensure that the audit was conducted in 
accordance with applicable standards and that it meets the single 
audit requirements, (2) identify any follow-up audit work 
needed, and (3) identify issues that may require management at­
tention. QCRs are performed using the PCIE Uniform Quality 
Control Review Guide.
Help Desk—The PCIE Guides, published in 1999, are available 
electronically on the Internet at www.ignet.gov/pande/audit/ 
psingle.html. Before completing your Circular A-133 audits, 
consider reviewing the guides to gain an understanding of 
what the OIGs will be looking for in their reviews. Taking this 
step will help ensure that your engagements meet the criteria 
identified. You can also refer to chapter 3 of SOP 98-3 (para­
graphs 3.24 and 3.52-3.53) for further discussion of the desk 
review and QCR processes.
Federal OIGs require corrective action on audit reports that are 
technically deficient or substandard. For audits that are substan­
dard, the OIGs generally refer auditors who are CPAs to state li­
censing officials and, if they are members, to the AICPA for 
disciplinary action.
Regulatory, Legislative, and Other Developments
Congressional Oversight Hearing on Single Audit Act
In June 2002, the U.S. House of Representatives Subcommittee 
on Government Efficiency, Financial Management, and Inter­
governmental Relations held an oversight hearing on the Single 
Audit Act. The purpose of the hearing was to examine how ef­
fectively the federal government is accomplishing the goal of the 
single audit to help federal agencies identify financial manage­
ment weaknesses and to take appropriate corrective action. The
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issues discussed surrounding single audit implementation in­
cluded the following:
• The adequacy and timeliness of federal agency follow-up 
of single audit findings, including the need for agencies to 
develop a tracking system
• The need for a comprehensive tracking system to ensure 
that all required single audits are conducted
• The adequacy of recipient monitoring of grant subrecipi­
ent uses of federal awards
• The FAC processing of single audit data collection forms
• A proposed increase in the single audit threshold to 
$500,000 from the current $300,000
• The quality of single audits performed
With regard to audit quality, the federal agencies announced their 
plan to develop a statistically valid measure of current single audit 
quality. The plan would also include a follow-up process to im­
prove and monitor audit quality over time. The OMB anticipates 
that agencies will begin measuring the quality of audits submitted 
to the FAC during 2002. (See the separate section in this Alert 
entitled “Adherence to Professional Standards and Requirements” 
for related information.)
GAO Studies Related to Single Audits
In the past year, the General Accounting Office (GAO) has issued 
two studies related to single audits. The studies provide insights 
on the importantance of single audits to the federal agencies and 
how those agencies use single audit results. If you perform single 
audits, you may want to refer to these reports to better under­
stand how federal agencies are using the work that you do.
Federal Agency Use of Single Audit Results
On March 15, 2002, the GAO issued a report on its study of 
how federal agencies use single audit results. The GAO sur­
veyed the twenty-four federal agencies subject to the Chief Fi-
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nancial Officers (CFO) Act and found that they have devel­
oped processes and assigned responsibilities to meet the re­
quirements of the Single Audit Act. One or more offices at 
twenty-two of the twenty-four agencies used single audits to 
monitor compliance with administrative and program require­
ments and to determine the adequacy of recipients’ internal 
control. Eleven agencies reported that they routinely use the 
FAC database to identify recipients that incurred questionable 
costs or programs that have significant findings, to identify re­
cipients with recurring findings, or to study subrecipient find­
ings. Individuals at four agencies were unaware of the database 
or how to use it. Agencies that do not use the database rely on 
the FAC to send them the single audit report, which they re­
view for information on their programs. An electronic version 
of the GAO report, Single Audit: Survey of CFO Act Agencies 
(GAO-02-376), is available on the GAO Web site at 
http://www.gao.gov/new.items/d02376.pdf.
Federal Agency Follow-Up Actions on Problems Identified
On June 26, 2002, the GAO issued a report on its study on how 
federal agencies are using single audits and what agencies are 
doing to ensure that recipients of federal awards have corrected 
problems identified by these audits. In examining the efforts of 
the U.S. Department of Education (ED), the Department of 
Housing and Urban Development (HUD), and the Department 
of Transportation (DOT) to ensure that recipients corrected sin­
gle audit report findings, GAO found that each agency had pro­
cedures for obtaining and distributing the audit reports to 
appropriate officials for action. However, these agences often did 
not issue the required written management decisions or have 
documentary evidence of their evaluations of and conclusions 
on recipients’ actions to correct the audit findings. In addition, 
program managers did not summarize and communicate infor­
mation on single audit results and recipient actions to correct 
audit findings to agency management. An electronic version of 
the report, Single Audit: Actions Needed to Ensure That Findings 
Are Corrected (GAO-02-705), is available on the GAO Web site 
at http://www.gao.gov/new.items/d02705 .pdf.
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Data Collection Form Revision and Electronic Submissions
The FAC collects information about Circular A-133 audits on a 
data collection form for entry into a database that is accessible 
through its Web site. The OMB issued a revised form and ac­
companying instructions to report the results of Circular A-133 
audits for fiscal periods ending on or after January 1, 2001. Au­
dits covering fiscal period end dates before January 1, 2001, 
should continue to use the previous version of the data collection 
form (dated August 1997).
Help Desk—You can complete and submit the new and previ­
ous data collection forms electronically at the FAC Web site at 
harvester.census.gov/sac, as discussed in Appendix D to this 
Alert. The data collection forms and related instructions also 
are available in portable document format (PDF) versions at 
the FAC Web site. You can obtain printed copies from the 
FAC by calling (888) 222-9907. When ordering printed 
copies by phone, note that the form number is SF-SAC and 
that you must indicate whether you need the new or previous 
form. You and the entities you audit are not permitted to cre­
ate your own version of the forms.
Additional guidance on completing and submitting the data col­
lection forms, including a discussion of certain common submis­
sion errors noted by the FAC, is included in Appendix D, 
“Federal Audit Clearinghouse Submissions Guidance.”
Single Audit Threshold: Proposed Changes
The Single Audit Act provides for the OMB Director to review 
the single audit threshold and increase it as appropriate. The cur­
rent audit threshold requires all grantees that expend $300,000 or 
more in a year in federal awards to have an audit conducted in ac­
cordance with Circular A-133. The OMB is working toward in­
creasing the audit threshold amount from $300,000 to 
$500,000. As shown in the following table, an audit threshold in­
crease from $300,000 to $500,000 would relieve 6,000 entities 
from the audit requirements of Circular A-133 while retaining 
audit coverage for 99.5 percent of federal awards currently au­
dited (in dollars).
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Federal Awards 
Expended Range
Number of 
Entities Audited
Percent of 
Entities Audited
Percent of Federal 
Awards Expended 
Within Range
$300,000 to 
$500,000
6,000 18% .5%
$500,000 and above 28,000 82% 99.5%
Total 34,000 100% 100.0%
OMB is expected to issue a notice of proposed rulemaking in the 
Federal Register to increase the threshold in late summer 2002. 
You should check the AICPA CPA Letter for further updates on 
the OMB proposal.
Federal Grant Streamlining Program
The Federal Grant Streamlining Program (FGSP) is the result of 
the Federal Financial Assistance Management Improvement Act of 
1999 (P.L. 106-107) (the Act), which requires each federal agency 
to develop and implement a plan to streamline and simplify the 
application, administrative, and reporting procedures for federal 
financial assistance programs. In May 2001, twenty-six federal 
grant-making agencies submitted to Congress and to the Director 
of OMB an initial plan to implement the Act by setting forth 
goals, objectives, approach, status, and accomplishments. Attribut­
able to various organizational issues, progress on many of the plan’s 
deliverables has been delayed, but progress continues nevertheless. 
Recent and upcoming efforts of the FGSP include the following:
• Published two plain-English documents about Circular A- 
133 audits (See the discussion later in this Alert in the sec­
tion entitled “Circular A-133 Audit Guidance Update.”)
• Worked with various federal agencies to publish a notice of 
proposed rulemaking to change and amend the govern­
ment-wide nonprocurement common rule for debarment 
and suspension and the government-wide rule implement­
ing the Drug-Free Workplace Act of 1988
• Reviewed FAC operations, finding that, in general, the 
FAC was operating well and meeting user needs (Further
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investigation to improve the reports generated by the data­
base is ongoing.)
• Developed a common format and template for all federal 
grant announcements, which is being reviewed by the fed­
eral agencies and may be instituted sometime in 2002
• Developing a methodology to identify nonfederal entities 
that expend more than $300,000 in federal financial assis­
tance annually but that have not submitted Circular A-133 
audit reports (The FGSP is reviewing federal payment sys­
tems to identify those entities.)
• Reviewed OMB Circulars A-21, Cost Principles for Educa­
tional Institutions', A-87, Cost Principles for State, Local, and 
Indian Tribal Governments’, and A-122, Cost Principles for 
Non-Profit Organizations, to identify and resolve conflict­
ing or confusing definitions of allowable cost items appear­
ing in all three circulars that have a consistent policy basis 
(The OMB is expected to issue a notice of proposed rule- 
making in the Federal Register on this effort in 2002.)
• Surveying federal QCR activity and processes (The FGSP 
is finalizing its reviews of, first, whether and how QCRs 
are conducted and whether they give reliable information 
and; second, grantor agency expectations of the Circular 
A-133 audit process. The results of those reviews will be 
presented to the PCIE and the federal government s Chief 
Financial Officers Council [CFOC]. See also the discus­
sion of the results of certain Circular A-133 audit reviews 
later in this Alert in the section entitled “Adherence to Pro­
fessional Standards and Requirements.”)
• Recommended that OMB not propose revising OMB Cir­
cular A-110, Uniform Administrative Requirements for 
Grants and Agreements With Institutions of Higher Educa­
tion, Hospitals, and Other Non-Profit Organizations, to re­
quire that federal agencies offer grantees the option to 
request cash advances on a pooled basis (The OMB is ex­
pected to issue a notice in the Federal Register in 2002 con­
cerning this position.)
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The OMB is asking each federal grant-making agency to submit 
an annual report to both it and Congress on its progress in im­
plementing the plan for grant streamlining and its performance 
in meeting the goals and objectives of the Act. The target due 
date for those reports was June 30, 2002.
Adherence to Professional Standards and Requirements 
Auditor’s Ethical Obligations to Follow Standards or Guidelines
Be aware that AICPA Ethics Interpretation 501-3, “Failure to 
Follow Standards and/or Procedures or Other Requirements in 
Governmental Audits” in Acts Discreditable (AICPA, Professional 
Standards, vol. 2, ET sec. 501.04), states that when an auditor 
undertakes an audit of government grants or recipients of govern­
ment monies and agrees to follow specified government audit 
standards, guides, procedures, statutes, rules, and regulations, he 
or she is obligated to follow these standards or guidelines in addi­
tion to GAAS. Failure to do so discredits the profession and vio­
lates Rule 501 of the AICPA Code of Professional Conduct, 
unless it is disclosed in the auditor's report that these rules were 
not followed and the reasons for doing so are given.
Federal OIG Quality Control Reviews
In a recent GAO survey, respondents reported that federal OIGs 
from ten agencies participated on 109 QCRs during fiscal year
2001. The survey responses noted that the reviews identified a range 
of audit problems including those involving internal control and/or 
compliance testing performed by the auditors and auditor compli­
ance with Government Auditing Standards. In order to provide an 
overall assessment of single audit quality, the OMB, working 
through the CFOC and its Grants Management Committee, will 
establish an interagency, interdisciplinary task force to assess single 
audit quality. The task force will develop a statistically valid measure 
of current single audit quality. Also, the task force has announced its 
plan to develop a follow-up process to improve and monitor audit 
quality over time. The OMB anticipates that agencies will begin 
measuring the quality of audits submitted to the FAC during 2002.
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A more complete description of deficiencies being found by cer­
tain federal OIGs is included in Appendix A, “Audit Deficiencies 
Found by Federal OIGs,” of this Alert.
Common Engagement Deficiencies Noted in Peer Reviews and 
Ethics Investigations
Following are some deficiencies commonly noted on single audit 
engagements during recent peer reviews and AICPA Professional 
Ethics Division investigations of CPA firms. Many of these defi­
ciencies are consistent with those found by federal OIGs and 
state-level agencies with oversight responsibilities. Consider re­
viewing your firm's policies and procedures to determine whether 
your single audits also might have these kinds of issues.
• Failure to audit as major programs type A programs not qualifying 
as low risk. Circular A-133 requires a type A program to be au­
dited as a major program unless it qualifies as a low-risk pro­
gram. For a program to be considered low risk, it must, among 
other criteria, have been audited as a major program in at least 
one of the two most recent audit periods. Auditors have made 
errors in applying this criterion. No auditor judgment is permit­
ted in evaluating this historical two-year look-back criterion, 
and the reason why a type A program was not audited in the 
prior two audit periods is irrelevant. Errors often occurred when 
a type A program was not audited in the first year it became a 
type A program (for example, a new program or a program that 
had previously been type B). See the refresher on selecting major 
programs for Circular A-133 audits in Appendix B, “Circular 
A-133 Refresher—Major Programs,” of this Alert.
• Failure to audit type A programs as major because of errors 
made in determining the type A/type B program dollar thresh­
old. Circular A-133 includes criteria for determining the 
dollar threshold for type A programs. Any program that 
does not meet those criteria is considered a type B program. 
No rounding is permitted for that threshold. Some auditors 
made mathematical computation errors in determining the 
threshold and some erroneously based calculations on in­
terim rather than final federal awards expended amounts.
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• Failure to audit all programs included in a cluster o f pro­
grams. Clusters are defined in Part 5 of the Supplement 
and should be considered as one program in determining 
major programs. Auditors made errors in identifying pro­
grams as part of a program cluster.
• Failure to meet the percentage-of-coverage requirement in Cir­
cular A-133, section 520(f). The percentage-of-coverage re­
quirement is applied as the last step in the risk-based 
approach and must always be met. At least one program 
must always be audited as a major program. In some cases, 
there were errors in the reviewed audits’ compliance with 
the percentage-of-coverage requirement.
• Inadequate or outdated reference material. The auditor used 
inadequate or outdated reference material related to the 
engagement performed. Be sure to be familiar with new 
SASs and accounting standards that are issued. Further, 
you should ensure that you are using the most up-to-date 
versions of the Supplement, Yellow Book, and SOP 98-3.
• Audit programs lacking. The audit program did not always 
address all applicable Circular A-133 requirements. When 
you are developing your audit programs be sure to consider 
the most up-to-date reference materials. (See the preceding 
bullet.) Also, chapter 4 of SOP 98-3 provides useful guid­
ance for planning a single audit.
• Engagement letter deficiencies. The engagement letter did 
not include proper references to Circular A-133 require­
ments or record retention policies, or include a copy of the 
latest peer review report. Refer to SAS No. 83, Establishing 
an Understanding With the Client, as amended by SAS No. 
89, Audit Adjustments (AICPA, Professional Standards, vol.
1, AU secs. 310.06-.07), for a listing of the matters that 
should generally be included when the auditor establishes 
an understanding with the auditee. SOP 98-3 also in­
cludes additional matters that the auditor might want to 
consider in the communication when engaged to perform 
a single audit.
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• Inadequate Government Auditing Standards reporting. The 
required Government Auditing Standards reporting for in­
ternal control or compliance was not prepared or was not 
referred to in the report on the financial statements. Re­
member to prepare Yellow Book reporting when the audit 
is required to be performed in accordance with Govern­
ment Auditing Standards (either by law, regulation, or con­
tract). Remember, also, that there is a required linkage 
paragraph required in the report on the financial state­
ments that informs the reader that the Yellow Book report 
has been issued and that it is an integral part of the audit 
and should be read in conjunction with the financial state­
ment report. SOP 98-3 includes illustrative Yellow Book 
reporting with recommended AICPA wording.
• Inadequate Circular A-133 reporting. The appropriate Cir­
cular A-133 reporting was not included in some cases. In 
others, the appropriate report wording was not used. You 
are required to issue a Circular A-133 report in every single 
audit. SOP 98-3 includes illustrative Circular A-133 re­
porting with recommended AICPA wording.
• Inappropriate compliance opinion. Sometimes the Circular 
A-133 report was not modified when it appeared that it 
should be. In other words, an unqualified opinion was pro­
vided when there were material instances of noncompli­
ance. When the audit of an auditee’s compliance with 
requirements applicable to a major program detects mater­
ial instances of noncompliance with those requirements, 
you should express a qualified or adverse opinion. Chap­
ters 6 and 10 of SOP 98-3 discuss compliance auditing re­
quirements and auditor reporting. Further, chapter 3 of 
SOP 98-3 discusses materiality differences between the 
single audit and the financial statement audit.
• Problems with compliance and internal control work. In 
some cases, the required compliance testing was not per­
formed, sometimes because the auditor did not follow the 
guidance in Part 7 of the Supplement for identifying the 
applicable compliance requirements to test and report on.
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In other cases, internal control and compliance tests were 
not adequately designed or documented to support the re­
ports issued. In performing compliance tests, be sure that 
you have identified which of the applicable compliance re­
quirements may have a direct and material effect on each 
major program. It is imperative that you use the most re­
cent version of the Supplement to make this identification. 
If the program you are auditing is not included in the Sup­
plement, you should follow the guidance in Part 7 of the 
Supplement for identifying the applicable compliance re­
quirements. Further, in performing compliance tests, be 
sure to consider relevant portions of the entity’s internal 
control over compliance. Remember that you must test 
controls unless they are likely to be ineffective in prevent­
ing or detecting noncompliance. Consult SOP 98-3, chap­
ters 6 and 8, for detailed guidance on both compliance and 
internal control testing. Also, see Appendix C, “Circular 
A-133 Audit Internal Control Refresher,” of this Alert.
• Inadequate management representation letter. The manage­
ment representation letter did not follow the requirements 
of SAS No. 85, Management Representations, as amended 
(AICPA, Professional Standards, vol. 1, AU sec. 333), or in­
clude the additional representations required by SOP 98-3 
for a Circular A-133 audit. Refer to both SAS No. 85 and 
SOP 98-3 to ensure all required components of the man­
agement representation letter are included. Also, the AICPA 
nonauthoritative Circular A-133 publication entitled Audit­
ing Recipients of Federal Awards: Practical Guidance for Ap­
plying OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations, includes an 
illustrative representation letter. (See the “References for 
Additional Guidance” section of this Alert for information 
about where you can obtain a copy of this publication.)
• Issues with the schedule of expenditures of federal awards. The 
schedule of expenditures of federal awards was not pre­
sented or reported upon in some instances. Circular A-133 
requires the auditor to determine whether the schedule of
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expenditures of federal awards is presented fairly in all ma­
terial respects in relation to the auditee’s financial state­
ments taken as a whole. The schedule, prepared by the 
auditee, reports the total expenditures for each federal pro­
gram. Refer to chapters 5 and 10 of SOP 98-3, which 
cover the identification of federal awards, the general pre­
sentation requirements governing the schedule, pass­
through awards, noncash awards, endowment funds, and 
the auditor's reporting on the schedule.
• Noncompliance with Yellow Book continuing professional ed­
ucation (CPE) and audit documentation requirements. 
Under the Yellow Book, certain auditors must complete 80 
hours of CPE every two years with at least 24 of those 
hours in subjects directly related to the government envi­
ronment and to government auditing. If the audited entity 
operates in a specific or unique environment, auditors 
should receive training related to that environment. Fur­
ther, the Yellow Book contains audit documentation re­
quirements that are in addition to those required by 
GAAS. Refer to the Yellow Book for the detailed require­
ments in these areas, as well as SOP 98-3. Also, the GAO 
has issued an Interpretation of Continuing Education and 
Training Requirements— Government Auditing Standards 
that is helpful in understanding the specific CPE require­
ments for auditors working on audits performed in accor­
dance with Government Auditing Standards.
Help Desk—The Interpretation discussed in this section is
available on GAO's Web site at www.gao.gov/govaud/ybk01.htm.
• Audit documentation lacking. In some cases, audit docu­
mentation did not make it clear that major programs were 
properly identified. Circular A-133 requires the auditor to 
document in the working papers the risk assessment 
process used in determining major programs. Further, 
problems with audit documentation could be the root of 
other problems discussed earlier in this section. Refer to 
SAS No. 96, Audit Documentation (AICPA, Professional 
Standards, vol. 1, AU sec. 339), for the new AICPA re-
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quirements in this area. SAS No. 96 is discussed further in 
the section of this Alert entitled “Audit and Attestation Is­
sues and Developments.” Also remember that the Yellow 
Book requires that the auditor prepare working papers 
such that an experienced auditor having no previous con­
nection with the audit can ascertain from them the evi­
dence that supports the auditor’s significant conclusions 
and judgments.
Circular A-133 Audit Guidance Update
2002 Compliance Supplement Issued
The OMB issued its 2002 Supplement in March. The 2002 Sup­
plement includes information to help you understand the objec­
tives, procedures, and compliance requirements of 159 federal 
programs. Part 7 of the Supplement, “Guidance for Auditing Pro­
grams Not Included in This Compliance Supplement,” provides 
guidance to help you determine relevant compliance requirements, 
audit objectives, and suggested audit procedures for programs not 
included in the Supplement. Although the primary focus of the 
work on the 2002 Supplement was to update previously included 
federal programs, it adds eight programs, three of which result in a 
new program cluster and one of which is a combination of two 
previously included programs. The 2002 Supplement is effective 
for audits of fiscal years beginning after June 30, 2001.
Appendix V of the Supplement lists changes from the 2001 Sup­
plement. Among the more significant changes, the 2002 Supple­
ment includes the following:
• Three compliance requirements in Part 3, “Compliance 
Requirements” are revised. In “Allowable Costs/Cost Prin­
ciples,” additional information is provided on cost alloca­
tion plans and indirect cost rates. In “Special Tests and 
Provisions,” the requirements relating to Year 2000 consid­
erations are deleted. In “Davis-Bacon Act,” the requirement 
to test contractor and subcontractor payrolls is replaced 
with the requirement to determine whether the nonfederal 
entity notified contractors and subcontractors of the re­
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quirements to comply with the Davis-Bacon Act and ob­
tained copies of certified payrolls. (A similar change for the 
Davis-Bacon Act is made in Part 6, “Internal Control.”)
• In Part 4, “Agency Program Requirements,” and Part 5, 
“Clusters of Programs,” there are revisions to the program re­
quirements for many existing programs and program clusters 
for the effect of new laws and regulations or for other reasons.
Help Desk—You may purchase the 2002 Supplement from 
the Government Printing Office or download a free electronic 
copy from the OMB Web site as discussed in the section of this 
Alert entitled “References for Additional Guidance.” Further, 
the Catalog of Federal Domestic Assistance (CFDA) numbers 
for federal programs often change. You can obtain information 
about number changes in the CFDA’s list of current-year 
changes and in its Appendix VII, “Historical Profile of Catalog 
Programs,” which lists changes since 1965. The table of contents 
for the CFDA, which can take you to all sections of the CFDA, 
is on the Internet at www.cfda.gov/public/cat-whatshere.htm.
Plain-English Circular A-133 Audit Publications
The CFOC published two documents, Highlights of the Single 
Audit Process and Single Audit Basics and Where to Get Help, which 
have been sent to all recipients listed in the FAC database. Those 
documents provide recipients and grantor agency personnel with 
plain-English descriptions of the Circular A-133 audit process and 
information about where to find help obtaining or understanding 
the requirements. Some of the entities you audit may receive those 
documents and ask you about them. You also could provide the 
documents to auditees that become subject to Circular A-133 
audit requirements for the first time to help them understand the 
process. Both documents are subject to revision and, for that pur­
pose, the CFOC is soliciting suggestions for improvement.
Help Desk—The documents are posted on the CFOC s Web 
site at www.cfoc.gov/documents/pdf_gmc_pamphlet.pdf and 
www.cfoc.gov/documents/pdf_gmc_cfoBrochure.pdf. Any 
suggestions you have for improving the documents should be 
sent by e-mail to PL106107@os.dhhs.gov.
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Orange Book: Cognizant Agency Responsibilities
The PCIE hopes to soon issue a revision of Federal Cognizant 
Agency Audit Organization Guidelines, also known as the Orange 
Book. The Orange Book, last issued in 1985, sets forth the re­
sponsibilities of the cognizant agencies for audit, addressing areas 
such as technical advice and liaison, desk reviews of audit reports, 
reviews of audit organizations and their work, resolution of defi­
ciencies noted during reviews, and processing audit reports. The 
revision will consider, among other things, the effects of the Sin­
gle Audit Act Amendments of 1996 and Circular A-133. The re­
vision also is expected to provide guidance to oversight agencies 
for audit as well as to the cognizant agencies.
Help Desk—When issued, the Orange Book should be available 
on IGnet, the Inspectors General’s Web site, at www.ignet. gov. 
Consider reviewing the Orange Book to gain an understand­
ing of the processes used by the Inspectors General and how 
they could affect your engagements.
Audit and Attestation Issues and Developments 
Government Auditing Standards
The GAO’s 1994 Government Auditing Standards, as amended, is 
the set of standards you should follow when so required by law, 
regulation, agreement, contract, or policy for the audits of vari­
ous entities, including state and local governments. The Yellow 
Book standards are an integral part of the requirements for a Cir­
cular A-133 audit.
Help Desk—The Yellow Book documents discussed in this 
section are available on GAO’s Web site at www.gao.gov/ 
govaud/ybk01.htm.
Auditor Independence Requirements
In January 2002, the GAO made significant changes to the Yel­
low Book’s auditor independence requirements. Amendment No.
3, Independence, applies to all Yellow Book audits for financial 
statements for periods beginning on or after January 1, 2003. 
Amendment No. 3 establishes independence standards for CPAs,
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non-CPAs, government auditors, and performance auditors. It 
addresses a range of auditor independence issues, including re­
strictions on nonaudit services.
On July 2, 2002, the GAO issued interpretative question-and- 
answer guidance on the new standard in Government Auditing 
Standards: Answers to Independence Standards Questions (GAO- 
02-870G, July 2002). Electronic versions of both Amendment 
No. 3 and guidance on independence issues are available on the 
GAO Internet site (see the “References for Additional Guidance” 
section of this Alert for the address).
Help Desk—The AICPA has developed a fact sheet on 
Amendment No. 3 that discusses its provisions, including 
nonaudit services that may be performed and those that are ex­
pressly prohibited. In addition, the AICPA has developed a 
comparison of the AICPA and Yellow Book independence re­
quirements. Both those documents, which are on the AICPA 
Web site at www.aicpa.org/members/div/ethics/index.htm, ex­
plain the differences between the Yellow Book and AICPA in­
dependence requirements in general and for the following 
nonaudit services: bookkeeping, payroll, tax, human resources, 
information technology, appraisal or valuation, indirect cost 
proposal or cost allocation plans, legislative and administrative 
decision-making, internal control self-assessments, and assist­
ing legislative bodies.
Proposed Yellow Book Revisions— Omnibus Exposure Draft
In January 2002, the GAO issued an “omnibus” exposure draft, 
Government Auditing Standards 2002 Revision, to propose revi­
sions that would affect every chapter of the Yellow Book and to 
add a new chapter on attestation engagements. The proposed re­
visions would restructure the framework of the Yellow Book, 
apply standards consistently to the various types of audits, and 
strengthen and streamline the standards. Concerning the consis­
tent application of Yellow Book standards, for example, the revi­
sions would require (1) reporting on internal control and on 
fraud, illegal acts, and other noncompliance on attestation en­
gagements and (2) documenting decisions related to internal 
control over data significantly dependent on computerized infor-
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mation systems on performance audits (consistent with the Yel­
low Book’s Amendment No. 1, Documentation Requirements 
When Assessing Control Risk at Maximum for Controls Signifi­
cantly Dependent Upon Computerized Information Systems). Con­
cerning strengthening and streamlining the standards, for 
example, the revisions would (1) require that audit organizations 
have a human capital management system and (2) permit agency 
views on significant findings, conclusions, and recommenda­
tions to be provided orally, rather than only in writing. The 
GAO said it anticipates the proposed revisions to become effec­
tive for financial audits of periods ending on or after January 1, 
2003, and for attestation engagements and performance audits 
beginning on or after January 1, 2003. Comments on the pro­
posals were requested by April 30, 2002. At this time, the GAO 
has not indicated when it expects to issue a final revision of the 
Yellow Book.
AICPA Standards and Interpretive Publications
SAS No. 96, Audit Documentation
In January 2002, the AICPA Auditing Standards Board (ASB) is­
sued SAS No. 96, Audit Documentation (AICPA, Professional Stan­
dards, vol. 1, AU sec. 339). SAS No. 96 supersedes SAS No. 41, 
Working Papers, and amends three SASs as discussed below. 
SAS No. 96 is effective for audits of financial statements for 
periods beginning on or after May 15, 2002. Earlier applica­
tion is permitted.
SAS No. 96 supersedes SAS No. 41 by using the term audit docu­
mentation instead of working papers to describe the principal 
record of auditing procedures applied, evidence obtained, and 
conclusions reached by the auditor in an audit engagement. 
(Note, however, that SAS No. 96 permits the term working papers 
to be used to refer to audit documentation.) SAS No. 96 also:
• Does not change the requirement in SAS No. 22, Planning 
and Supervision (AICPA, Professional Standards, vol. 1, AU 
sec. 311), for a written audit program (or set of audit pro­
grams) for every audit
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• Introduces the concept that audit documentation should
(1) enable members of the engagement team with supervi­
sion and review responsibilities to understand the nature, 
timing, extent, and results of auditing procedures per­
formed, and the evidence obtained, and (2) indicate the 
engagement team member(s) who performed and reviewed 
the work
• Explains that review of audit documentation and discus­
sions with engagement team members are among the pro­
cedures a firm performs when monitoring compliance 
with the quality control policies and procedures that it 
has established
• Lists factors that the auditor should consider in determin­
ing the nature and extent of the audit documentation to be 
prepared for a particular audit area or auditing procedure
• Requires audit documentation to include abstracts or 
copies of significant contracts or agreements examined 
and, for tests of operating effectiveness of controls and sub­
stantive tests of details that involve inspection of docu­
ments or confirmation, requires audit documentation to 
include an identification of the items tested
• Requires documentation of audit findings or issues that in 
the auditor’s judgment are significant, actions taken to ad­
dress them (including any additional evidence obtained), and 
the basis for the final conclusions reached (SAS No. 96 in­
cludes a list of types of significant audit findings and issues.)
• Requires the auditor to adopt reasonable procedures to 
prevent unauthorized access to the audit documentation
• Lists the audit documentation requirements in other SASs 
In addition to superseding SAS No. 41, SAS No. 96 amends:
• SAS No. 47, Audit Risk and Materiality in Conducting an 
Audit (AICPA, Professional Standards, vol. 1, AU sec. 
312), by requiring the auditor to document the nature
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and effect of misstatements that the auditor aggregates as 
well as the auditor’s conclusion as to whether the aggre­
gated misstatements cause the financial statements to be 
materially misstated.
• SAS No. 56, Analytical Procedures (AICPA, Professional 
Standards, vol. 1, AU sec. 329), by requiring the auditor to 
document the following if an analytical procedure is used 
as the principal substantive test of a significant financial 
statement assertion:
-  The expectation, where that expectation is not oth­
erwise readily determinable from the documenta­
tion of the work performed, and factors considered 
in its development
-  Results of the comparison of the expectation to the 
recorded amounts or ratios developed from recorded 
amounts
-  Any additional auditing procedures performed in re­
sponse to significant unexpected differences arising 
from the analytical procedure and the results of such 
additional procedures
• SAS No. 59, The Auditors Consideration of an Entity s Abil­
ity to Continue as a Going Concern (AICPA, Professional 
Standards, vol. 1, AU sec. 341), by requiring the auditor to 
document the following:
-  The conditions or events that led him or her to believe 
that there is substantial doubt about the entity’s ability 
to continue as a going concern
-  The work performed in connection with the auditor’s 
evaluation of management’s plans
-  The auditor’s conclusion as to whether substantial 
doubt about the entity’s ability to continue as a 
going concern for a reasonable period of time re­
mains or is alleviated
-  The consideration and effect of that conclusion on the 
financial statements, disclosures, and the audit report
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Current Year Conforming Changes to SOP 98-3
Although the AICPA does not normally make conforming 
changes to SOPs, SOP 98-3 has been and will continue to be re­
vised annually to keep it up-to-date for changes in Government 
Auditing Standards, single audit literature and processes, and new 
SASs. Because the SOP is updated annually, be sure that you are 
using the most recent edition.
The AICPA has recently updated SOP 98-3 for conforming 
changes as of May 1, 2002. The update includes revisions for SAS 
No. 94, The Effect of Information Technology on the Auditor’s Con­
sideration of Internal Control in a Financial Statement Audit 
(AICPA, Professional Standards, vol. 1, AU sec. 319), and infor­
mation alerting auditors to the issuance of SAS No. 95, Generally 
Accepted Auditing Standards (AICPA, Professional Standards, vol.
1, AU sec. 150), SAS No. 96, and the Government Auditing Stan­
dards Amendment No. 3, Independence. A summary of all of the 
changes made to the SOP for 2002 can be found in Appendix F 
of the 2002 revision to SOP 98-3. Information on how to obtain 
the SOP and other AICPA publications is discussed in the “Ref­
erences for Additional Guidance” section of this Alert.
You can view or download certain single audit information in­
cluded in SOP 98-3 from the AICPA Web site at 
www.aicpa.org/belt/al33main.htm. That site has the illustrative 
auditor’s reports from Appendix D of the SOP, as well as elec­
tronic versions of the illustrative schedules of expenditures of fed­
eral awards and schedule of findings and questioned costs from 
Appendixes C and E of the SOP.
References for Additional Guidance
AICPA
Web Site
AICPA Online (www.aicpa.org) is the AICPA’s Web site on the 
Internet. The site offers users the opportunity to stay abreast of 
developments in accounting and auditing. Online resources in­
clude professional news, membership information, state and fed-
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eral legislative updates, AICPA press releases, speeches, exposure 
drafts, and a list of links to other sites related to accounting and 
finance. The AICPA Web site also features a “Talk to Us” section, 
allowing users to send e-mail messages directly to AICPA repre­
sentatives or teams. The AICPA Web site includes a separate sec­
tion that addresses Circular A-133 audit issues, including a 
document that provides unofficial answers to frequently asked 
questions, at www.aicpa.org/belt/a133main.htm.
Order Department (Customer Service Center)
To order AICPA products, call the AICPA/CPA2Biz Customer 
Service Center at (888) 777-7077 or fax to (800) 362-5066. The 
best times to call are 8:30 a.m. to 11:30 a.m. and 2:00 p.m. to 
7:30 p.m., Eastern Standard Time. Also, visit the CPA2Biz Web 
site at www.cpa2biz.com to obtain product information and 
place online orders.
Publications
The following AICPA publications may be of interest to auditors 
of entities that receive federal funding.
• SOP 98-3, Audits of States, Local Governments, and Not- 
for-Profit Organizations Receiving Federal Awards—This 
SOP, which is updated annually for conforming changes, is 
an appendix to the Audit and Accounting Guides for state 
and local governments and not-for-profit organizations 
and in the AICPA’s Technical Practice Aids.
• Auditing Recipients of Federal Awards: Practical Guidance for 
Applying OMB Circular A-133, Audits of States, Local Gov­
ernments, and Non-Profit Organizations, Second Edi­
tion)—This Practice Aid contains comprehensive analyses and 
guidance on applying OMB Circular A-133. The publication 
includes numerous audit checklists and illustrative examples 
to help auditors perform audits that comply with regulations.
• AICPA Professional Standards—These include SASs and 
related Interpretations, Statements on Standards for Attes­
tation Engagements, and the AICPA Code of Professional 
Conduct, among other things.
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Continuing Professional Education Courses
The AICPA offers continuing professional education (CPE) re­
lated to single audits in the form of both group-study and self- 
study courses, and in print and video format.
Group-study courses include the following:
• Applying A-133 to Nonprofit and Governmental Organizations
• Solving Complex Single Audit Issues for Government and 
Nonprofit Organizations
• Yellow Book: Government Auditing Standards
Self-study courses include the following (product numbers ap­
pear in parentheses after the course titles):
• Applying A-133 to Nonprofit and Governmental Organi­
zations (730197kk)
• Solving Complex Single Audit Issues for Government and 
Nonprofit Organizations (734405kk)
• The Revised Yellow Book: Government Auditing Standards 
(736110kk)
The AICPA also offers the following video course (available prod­
uct number appears in parentheses after the course title) entitled 
The Revised Yellow Book: Government Auditing Standards 
(187100kk).
Information on these and other AICPA government and not-for- 
profit auditing courses is available at www.cpa2biz.com or by 
calling (888) 777-7077.
Online CPE
CPA2Biz offers an online learning library, AICPA InfoBytes. An 
annual fee ($119 for members and $319 for nonmembers) 
provides unlimited access to hundreds of hours of online 
CPE in one- and two-hour segments. Topics covered include 
the Yellow Book, Circular A-133 auditing, HUD matters, in­
dustry updates, and other pertinent issues. Register today at 
www.cpa2biz.com.
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Industry Conference and Training Program
The AICPA will hold its 19th annual National Governmental 
Accounting and Auditing Update Conference on August 26-27, 
2002, in Washington, D.C., and again on September 23-24,
2002, in Denver, Colorado. This high-level conference is de­
signed for practitioners; officials working in federal, state, or local 
governmental finance and accounting; and recipients of federal 
awards. It is the premier forum for the discussion of important 
governmental accounting and auditing developments. Partici­
pants will receive updates on current issues, practical advice, and 
timely guidance on recent developments from experts.
The AICPA also offers an annual training program called the Na­
tional Governmental and Not-for-Profit Training Program. This 
year’s program will be held on October 21-23, 2002, in Las 
Vegas, Nevada. It is designed for practitioners or accountants, au­
ditors, and other staff in government who want in-depth, hands- 
on training in government accounting and auditing.
For more information about the conference or the training pro­
gram, please contact the AICPA/CPA2Biz Customer Service Cen­
ter as indicated above, including through the CPA2Biz Web site.
Accounting and Auditing Technical Hotline
The Technical Hotline answers members’ inquiries about ac­
counting, auditing, attestation, compilation, and review services. 
Call (888) 777-7077.
Ethics Hotline
Members of the AICPA’s Professional Ethics Team answer in­
quiries concerning independence and other behavioral issues re­
lated to the application of the AICPA Code of Professional 
Conduct. Call (888) 777-7077.
Fax Hotline
The AICPA has a twenty-four-hour fax system that enables inter­
ested persons to obtain information that includes, for example, 
current AICPA comment letters, conference brochures and regis­
tration forms, CPE information, AcSEC actions, and legislative
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news. To access the hotline, dial (201) 938-3787 from a fax ma­
chine and follow the voice cues.
Federal Agencies—Administrative Regulations
Most federal agencies issue general administrative regulations 
that apply to their programs and that provide general rules on 
how to apply for grants and contracts, how grants are made, the 
general conditions that apply to and the administrative responsi­
bilities of grantees and contractors, and the compliance proce­
dures used by the various agencies. Those regulations are 
included in the Code of Federal Regulations.
In 1988, a final rule, Uniform Administrative Requirements for 
Grants and Cooperative Agreements with State and Local Govern­
ments, was published, establishing a common rule to create con­
sistency and uniformity among federal agencies in the 
administration of grants to and cooperative agreements with 
state, local, and federally recognized Indian tribal governments. 
The common rule has been codified in each federal agency’s por­
tion of the Code of Federal Regulations.
General Accounting Office
The General Accounting Office (GAO) home page, on the Inter­
net at www.gao.gov, contains links to the hundreds of reports and 
testimony to the Congress each year on a variety of subjects, in­
cluding accounting, budgeting, and financial management. Hard 
copies of GAO reports and testimony can be obtained from the 
GAO, P.O. Box 37050, Washington, DC 20013; phone (202) 
512-6000; fax (202) 512-6061; or www.gao.gov/cgi-bin/ordtab.pl.
GAO’s Web site is updated daily and also includes Comptroller 
General decisions and legal opinions; GAO policy documents; 
and special publications. You may subscribe to GAO daily elec­
tronic alerts using the form at www.gao.gov/subtest/sub- 
scribe.html.
The following publications are available on the GAO Web site at 
www.gao.gov/govaud/ybk01.htm. The first three publications 
also are available through the Superintendent of Documents,
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U.S. Government Printing Office (GPO), P.O. Box 371954, 
Pittsburgh, PA 15250-7954; phone (202) 512-1800; fax (202) 
512-2250; or bookstore.gpo.gov/index.html.
• Government Auditing Standards, 1994 Revision—These 
standards relate to financial and performance audits of 
governmental organizations, programs, activities, and 
functions, and of governmental funds received by contrac­
tors, nonprofit organizations, and other nongovernmental 
organizations (GPO Stock No. 020-000-00265-4). There 
also is a codification of the 1994 standards that includes 
the Government Auditing Standards Amendments on the 
GAO Web site.
• Government Auditing Standards: Amendment No. 1, Docu­
mentation Requirements When Assessing Control Risk at 
Maximum for Controls Significantly Dependent Upon Com­
puterized Information Systems—This amendment estab­
lishes a fieldwork standard requiring documentation in the 
planning of financial statement audits in certain circum­
stances (GPO Stock No. 020-000-00275-1).
• Government Auditing Standards: Amendment No. 2, Auditor 
Communication—This amendment requires specific com­
munication concerning the auditor's work on compliance 
with laws and regulations and internal control over finan­
cial reporting. It also requires the auditor to emphasize in 
the auditor's report on the financial statements the impor­
tance of the reports on compliance with laws and regula­
tions and internal control over financial reporting when 
these reports are issued separately from the report on the fi­
nancial statements (GPO Stock No. 020-000-00274-3).
• Government Auditing Standards: Amendment No. 3, Inde­
pendence—This amendment establishes independence stan­
dards for CPAs, non-CPAs, government auditors, and 
performance auditors. It addresses a range of auditor inde­
pendence issues, including restrictions on nonaudit services.
• Interpretation of Continuing Education and Training Require­
ments—Government Auditing Standards establishes specific
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CPE requirements for auditors working on audits per­
formed in accordance with those standards. This Interpreta­
tion guides audit organizations and individual auditors on 
implementing the CPE requirements by answering the most 
frequently asked questions from the audit community.
Office of Management and Budget
Circulars
The OMB issues cost and grants management circulars to estab­
lish uniform policies and rules to be observed by federal agencies 
for the administration of federal grants. Federal agencies then 
adopt these circulars in their regulations. The process for issuing 
circulars includes due process, with a notice of any proposed 
changes in the Federal Register, a comment period, and careful 
consideration of all responses before issuance of final circulars. 
The following table includes a list of circulars relevant to audits of 
state and local governments. Copies of these circulars are avail­
able under the grants management heading on the OMB Web 
site at www.omb.gov.
OMB Circulars Relevant to Audits of State and Local Governments
Circular Number Title Issue Date
A-21 (Revised) Cost Principles for 
Educational Institutions
August 2000
A-87 (Revised) Cost Principles for State, Local, and 
Indian Tribal Governments
August 1997
A-102 (Revised) Grants and Cooperative Agreements 
With State and Local Governments
August 1997
A-110 (Revised) Uniform Administrative Requirements 
for Grants and Agreements With 
Institutions o f Higher Education, 
Hospitals, and Other 
Non-Profit Organizations
September 1999
A-122 (Revised) Cost Principles for Non-Profit 
Organizations
May 1998
A-133 (Revised) Audits o f States, Local Governments, 
and Non-Profit Organizations
June 1997
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OMB Circular A-133 Compliance Supplement
The Supplement (Appendix B in OMB Circular A-133) sets 
forth the major federal compliance requirements to consider in a 
Circular A-133 audit of states, local governments, and not-for- 
profit organizations that receive federal assistance. You can find 
the 2002 Supplement (and the preceding 2001 Supplement) on 
the OMB’s Web site at the grants management address, 
www.omb.gov/grants. You may purchase a printed copy (product 
no. 041-001-00580-3) or CD-ROM version (product no. 041- 
GO 1-00581-1) of the 2002 Supplement from the Government 
Printing Office at (202) 512-1800.
Other Guidance
Standard forms prescribed by OMB's grants management circu­
lars can be obtained on the grants management section of OMB's 
Web site (see above). The data collection form (Form SF-SAC) 
which is required to be completed for all Circular A-133 audits, 
can be completed online at the Federal Audit Clearinghouse Web 
site at harvester.census.gov/sac. That site also has PDF versions of 
the data collection form.
The Catalog of Federal Domestic Assistance (CFDA) is a govern­
ment-wide compendium of federal programs, projects, services, 
and activities that provide assistance or benefits to the public. 
Program information provided by the CFDA includes authoriz­
ing legislation and audit requirements. The General Services Ad­
ministration (GSA) is responsible for the dissemination of federal 
domestic assistance information through the catalog and main­
tains the information database from which program information 
is obtained. A searchable version of the CFDA is located at 
www.cfda.gov.
The GSA also makes copies of the CFDA available to certain 
specified national, state, and local government offices. You can 
locate those depositories through the GSA Web site at 
www.gsa.gov. The CFDA also may be purchased from the GPO 
by calling (202) 512-1800 or through the online bookstore at 
www.gpo.gov.
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PCIE Audit Committee Guidance
The PCIE Audit Committee publishes supplemental, nonau­
thoritative guidance for federal officials addressing issues arising 
from the implementation of the Single Audit Act and related 
OMB Circulars.
Over the years, the PCIE Audit Committee (or its predecessors) 
has issued a total of six position statements. Most of these posi­
tion statements were developed to address issues related to audits 
conducted under the Single Audit Act of 1984, Circular A-128, 
Audits of State and Local Governments, and the March 1990 ver­
sion of Circular A-133. Only PCIE Statement No. 4, which es­
tablishes uniform procedures for referrals of substandard audits to 
state boards of accountancy and the AICPA, continues to be ap­
plicable to audits conducted under the Single Audit Act Amend­
ments of 1996 and the June 1997 Circular A-133. You can find 
PCIE Statement No. 4 on IGnet, the Inspectors General Web 
site, in the Single Audit Library. The Internet address for that li­
brary is www.ignet.gov/pande/audit/mains.html.
Note that the PCIE Audit Committee also is responsible for de­
veloping nonfederal audit review guidelines in the form of a desk 
review guide and a quality control review guide. Those guides, 
which have been updated for the Single Audit Act Amendments 
of 1996 and the June 1997 revision to Circular A-133, are avail­
able at the Internet address in the paragraph above.
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APPENDIX A
Audit Deficiencies Found by Federal OIGs
As noted earlier in this Alert, certain federal Offices of Inspectors 
General (OIGs) have been performing quality control reviews 
(QCRs) on single audits that have been performed. Those re­
views have identified a range of audit problems. The following 
discussion describes the review processes being used by the fed­
eral agencies, as well as certain deficiencies being found as a result 
of the reviews.
Department of Housing and Urban Development
There are approximately 3,200 public housing authorities (PHAs) 
and 8,700 nonprofit owners of U.S. Department of Housing and 
Urban Development (HUD) multifamily projects that have single 
audits under Office of Management and Budget (OMB) Circular 
A-133, Audits of States, Local Governments, and Non-Profit Organi­
zations (Circular A-133). The HUD Quality Assurance Subsys­
tem (QASS) is software used by HUD to assist HUD staff in 
performing Quality Assurance Reviews (QARs) of CPA firms that 
conduct audits of HUD program participants. HUD has per­
formed a number of quality reviews on Circular A-133 audit work 
performed on PHAs, focusing its efforts on the firms that audit 
more than half of the HUD funds expended by PHAs.
Based on several factors, the QASS team selects “high-risk” 
firms for quality assurance reviews annually. The QAR selection 
criteria includes outstanding referrals from both financial ana­
lysts at HUD’s Real Estate Assessment Center and HUD pro­
gram offices, total assets audited by the firm among all HUD 
related engagements, and total revenues audited by the firm for 
HUD related engagements. Also, if a firm audited ten or more 
entities during the previous fiscal year, but identified no audit 
findings, that is considered a factor for selection. A team of
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QASS auditors visits selected firms’ offices and reviews a sample 
of audits and the associated working papers for compliance with 
professional auditing standards and HUD requirements. When 
substandard work is identified, the QASS team recommends ad­
ministrative sanctions which could include one or more of the 
following: referral to one or more of the state boards of accoun­
tancy in the states where the CPA firm practices; referral to 
H U D 's Departmental Enforcement Center for potential debar­
ment proceedings; and referral to the AICPA.
HUD has expressed concern that practitioners may not have 
the resources to perform PHA audit engagements in accor­
dance with professional auditing standards or within HUD’s 
time frames. O f the twenty-five PHA auditors reviewed dur­
ing the twelve months ended February 2002, HUD results in­
dicate that twenty firms were not in compliance with 
professional auditing standards. HUD has made eighteen re­
ferrals for administrative sanctions and has an additional ten 
referrals pending. The majority of these are to the state boards 
of accountancy where the CPAs practice, however there are 
four debarment actions pending at the Departmental Enforce­
ment Center.
For multifamily housing projects, regardless of whether it is a 
nonprofit or profit motivated owner, QASS has determined that 
there are approximately 2,260 CPA firms providing audit services 
to the population of owners required to submit audits to HUD. 
In 2001, QASS reviewed eighty-seven firms that performed mul­
tifamily audits; both A-133 and program type audits, though pri­
marily profit motivated owners.
The following list summarizes some of the problems that HUD 
has identified in its QARs (note that HUD also noted other 
findings that are similar to those already covered in the section 
of this Alert entitled “Adherence to Professional Standards and 
Requirements”):
• Superceded OMB Circular A-128 Compliance Supplement 
was followed rather than the current Circular A-133 Com­
pliance Supplement.
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• Auditors of not-for-profit organizations (NPOs) covered 
by the Single Audit Act followed audit guidance listed in 
the HUD Handbook 2000.04 REV-2, Consolidated Audit 
Guide for Audits of HUD Programs, rather than OMB Cir­
cular A-133.
• Planning did not take into consideration matters affect­
ing the industry in which the auditee operates, such as ac­
counting practices, economic conditions, laws and 
government regulations, contractual obligations, and tech­
nological changes.
• Reportable conditions and material weaknesses were iden­
tified but not reported.
• Audit documentation did not include evidential matter in­
dicating that the auditor obtained a sufficient understand­
ing of the auditee’s internal control to plan the audit.
• Audit documentation did not include evidential matter in­
dicating that the auditor obtained an understanding of the 
controls in place by the service organization whose services 
were part of the auditee’s information system.
• Audit documentation did not include preliminary judgments 
about materiality levels for financial statement purposes.
• Inadequate planning resulted in evidential matter being re­
ceived after the completion of audit fieldwork and submis­
sion of the audit report (for example, attorney letters 
noting contingent liabilities received after report issued, 
confirmations for material account balances received after 
the report issued with no alternative procedures performed)
• Analytical procedures were omitted in the planning and re­
view stages of the financial statement audit.
• The cash balances reported in the auditor’s audit docu­
mentation for the Low Income Public Housing program 
did not match the amount reported on the auditee’s Finan­
cial Data Schedule, adjusted trial balance and top-level fi­
nancial statements.
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Department of Health and Human Services
The U.S. Department of Health and Human Services (HHS) 
OIG not only has identified various quality issues through desk 
reviews and QCRs, but also has used the Federal Audit Clearing­
house (FAC) database to identify possible errors in Circular A-133 
audits for audit quality follow-up and possible referral for sub­
standard work. The major problem noted in these reviews has 
been a failure by auditors to appropriately apply the risk-based ap­
proach for determining major programs. Circular A-133 requires 
a type A program to be audited as a major program unless it qual­
ifies as a low-risk program. Section 520(c) of the Circular states 
that for a type A program to be considered low risk, it must, 
among other criteria, have been audited as a major program in at 
least one of the two most recent audit periods. A significant num­
ber of type A programs that did not qualify as low-risk programs 
in 2000, because they had not been audited as major in 1998 or 
1999, were not audited as major programs in 2000.
The HHS OIG has indicated that ensuring the quality of Circu­
lar A-133 audits will continue to be a focus area. It will concen­
trate most of its efforts in the upcoming year on audits of states 
and local governments, as well as colleges and universities. In ad­
dition to reviewing Circular A-133 audit work, the OIG also will 
be examining other areas. For example, the office will be looking 
closely at the cash management practices of colleges and univer­
sities. In addition, the OIG will be looking closely at the 
Medicare and Medicaid grant programs and the Ryan White 
HIV/AIDS program Title I and Title II grant funds at the state 
and local level.
Department of Labor
In its QCRs, the U.S. Department of Labor (DOL) OIG also has 
noted some problems related to two specific DOL programs: the 
Dislocated Worker (DW) program (CFDA number 17.255) and 
the Job Training Partnership Act (JTPA) program (CFDA num­
ber 17.250). (Although the JTPA program has been replaced 
with various Workforce Investment Act [WIA] programs, the
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issue of cash management compliance discussed in this paragraph 
is equally applicable to the WIA programs.)
The OIG found eligibility problems with the DW program. For 
example, the eligibility was not adequately documented for over 
one-third of the individuals served by the program—participants 
were ineligible, documentation was insufficient to establish par­
ticipant eligibility, or available evidence made the OIG question 
whether participants were persons whom the program intended to 
serve. The OIG found cash management problems with the JTPA 
program that involved a considerable time lag between the receipt 
of program funds and payments to vendors. If you audit either of 
these programs, you should consider the general guidance in Part 
3 and the specific program guidance in Parts 4 and 5 of the Sup­
plement when testing both eligibility and cash management.
In looking at the work of auditors, the DOL OIG has noted 
problems concerning (1) the sufficiency of compliance testing 
and (2) documentation. Design problems with audit tests have 
resulted in certain federal funds being excluded from the test 
population. Certain compliance requirements that were applica­
ble in the circumstances either were not tested for internal con­
trol or had sample sizes that were inadequate to test internal 
control for a low assessed level of risk as required by Circular A- 
133. In most cases, auditors did not document sampling assump­
tions or methodologies. Auditors did not perform additional 
procedures to gather sufficient evidence to support the opinion 
on compliance, even when the audit work performed revealed er­
rors indicating a high-risk system and a high probability of mate­
rial noncompliance.
Certain other compliance requirements that were applicable in 
the circumstances received no control or substantive testing, and 
the auditors failed to document why these tests were not per­
formed. Most notable was the lack of eligibility testing for DOL’s 
training grant programs. Those programs typically have central­
ized local intake and eligibility systems. If you are testing one of 
those programs in that situation, you should ensure that eligibil­
ity is tested in conjunction with the recipient or subrecipient en­
tity you are auditing, or tested centrally.
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Help Desk—The complete report of the DOL OIG reviews is 
available from its Web site at www.oig.dol.gov/public/re­
ports/oa/main.htm.
Circular A-133 audits are a primary mechanism for the DOL 
OIG to obtain assurance that recipients and subrecipients main­
tain effective internal control over federal awards and report reli­
able financial information on the use of such awards. Grantees 
and their auditors should be aware that DOL intends to increase 
its monitoring and evaluation activities of recipients and subrecip­
ients to obtain additional information about DOL programs for 
purposes of the audit of DOL’s consolidated financial statements.
Department of Transportation
The U.S. Department of Transportation (DOT) OIG per­
formed a targeted review of the Circular A-133 audit work being 
performed on the Airport Improvement Program (AIP) related 
to revenue diversion (which is included as a special test and pro­
vision compliance requirement in the Supplement for the AIP 
[CFDA number 20.106]). The basic requirement for use of air­
port revenues is that all revenues generated by a public airport 
must be expended for the capital or operating costs of the air­
port, the local airport system, or other local facilities that are 
owned or operated by the owner of the airport and that are di­
rectly and substantially related to the air transportation of pas­
sengers or property.
The OIG examined the Circular A-133 audit documentation re­
lated to revenue diversion in the audits of eleven airports around 
the country. The primary deficiencies consistently found in each 
of the audits examined included transaction testing that did not 
include airport revenue expenditures; payments to the sponsor or 
other government entities that were not tested; and indirect 
charges from the sponsor to the airport that were not reviewed. If 
you audit an airport, you should pay special attention to the 
guidance in the Supplement related to this program, specifically 
in the area of revenue diversion. Be aware that airport revenue ex­
penditures are not the same as grant expenditures and ensure that
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your airport expenditure review considers high-risk areas for di­
version, such as payments to airport sponsors and other govern­
mental entities. Further, you should become familiar with the 
underlying DOT regulations related to revenue diversion, which 
are referred to in the Supplement under the AIP.
Help Desk—Policies and Procedures Concerning the Use of Air­
port Revenue, in the February 16, 1999, Federal Register (64 FR 
7695), contains the definitions of airport revenue and unlawful 
revenue diversion, provides examples of airport revenue, and 
describes permitted and prohibited uses of airport revenue. The 
policy can be obtained from the Federal Aviation Administra­
tion (FAA) Web site at www.faa.gov/arp/fedreg.htm.
Department of Education
The U.S. Department of Education (ED) OIG also has per­
formed its share of QCRs during the past year. The most com­
mon problem found by the OIG in its reviews is that there is not 
proper audit documentation for the audit work. You should look 
at both SAS No. 96, Audit Documentation (AICPA, Professional 
Standards, vol. 1, AU sec. 339), and the fieldwork standards in 
Government Auditing Standards, which include additional audit 
documentation requirements. (See the discussion of SAS No. 96 
in the section of this Alert entitled “Audit and Attestation Issues 
and Developments.”) Other deficiencies noted by the OIG in­
clude audit documentation that refers to working papers that do 
not exist or that do not include the referenced work; lack of in­
ternal control testing as required under Circular A-133 (in some 
cases, there was no detailed testing and in others only some as­
pects of controls were tested); problems with the application of 
the risk-based approach to determining major programs; discrep­
ancies in the information contained in the data collection form; 
and failure to obtain all required management representations.
The ED OIG also has noted that some institutions of higher ed­
ucation are not including certain loan and loan guarantee pro­
grams (for example the Federal Family Education Loan Program 
[FFELP] and the Direct Loan Program) in their schedules of ex­
penditures of federal awards. Section 208(c) of Circular A-133 re-
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quires that when loans are made to students but the institution of 
higher education does not make the loans, the value of the loans 
made during the year is considered federal awards expended. Sec­
tion 310(b)(6) of Circular A-133 requires those loans and loan 
guarantees to be reported either on the face of the schedule or dis­
closed in the notes to the schedule. If you are auditing an institu­
tion of higher education, you should be sure that you are 
considering these loans and loan guarantees as you go through 
the process of determining major programs.
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APPENDIX B
Circular A-133 Audit Refresher—Major Programs
As discussed elsewhere in this Alert, various organizations that 
monitor the quality of single audits are identifying problem areas 
that include the requirements for applying a risk-based approach 
to determining major programs in Office of Management and 
Budgets (OMB’s) Circular A-133, Audits of States, Local Govern­
ments, and Non-Profit Organizations. Those requirements are de­
signed to focus the Circular A-133 audit on higher risk programs. 
To complement that discussion, we present this refresher on Cir­
cular A-133’s requirements for major program selection. Auditors 
should also refer to Circular A-133 and chapter 7 of Statement of 
Position (SOP) 98-3, Audits o f States, Local Governments, and 
Not-for-Profit Organizations Receiving Federal Awards, for the un­
derlying requirements.
Determining major programs using the risk-based approach is a 
four-step process that involves the auditor
1. Determining type A and type B programs.
2. Identifying low-risk type A programs.
3. Identifying high-risk type B programs.
4. Selecting major programs.
The following flowchart, reprinted from Exhibit 7.1 of SOP 98-
3, illustrates this process.
Only in situations of a “first-year” audit can the auditor deviate 
from using the risk-based approach. Section 520(i) of Circular A- 
133 defines a first-year audit as the first year an entity is audited 
under the June 30, 1997, revision to Circular A-133 or as the first 
year of a change in auditors. That exception allows the auditor to 
elect to determine major programs as all type A programs plus any 
type B programs as are necessary to meet the percentage-of-cover­
age rule described in step 4. However, to ensure that a frequent
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change of auditors will not preclude the audit of high-risk type B 
programs, the election for first-year audits may not be used more 
than once every three years.
Step 1—  Determining Type A and Type B Programs
To select major programs, the auditor must first identify federal 
programs as being either type A or type B as defined in Circular 
A-133, section 520(b). In general, type A programs are larger 
federal programs, and type B programs are smaller federal pro­
grams. For purposes of determining major programs, a cluster 
of programs1 is considered one program. For example, if the au­
ditee expends federal awards under more than one program in 
the child nutrition cluster (which is made up of the school 
breakfast program, the national school lunch program, the spe­
cial milk program for children, and the summer food service 
program for children), those programs should be considered to­
gether as one program.
Type A programs depend on an auditee's total federal awards ex­
pended, as shown in the following table. Federal programs that 
do not meet the type A criteria are type B programs:
Type A Programs Are Any Programs 
When Total Federal Cash and With Federal Awards Expended That
Noncash Awards Expended Are— Exceed the Larger of-—
More than or equal to $300,000 $300,000 or 3 percent (0.03) of
and less than or equal to $100 million federal awards expended
More than $100 million and less than $3 million or 0.3 percent (0.003) 
or equal to $10 billion of federal awards expended
More than $10 billion $30 million or 0.15 percent (0.0015)
of federal awards expended
1 A cluster of programs is defined as a grouping of closely related programs that share 
common compliance requirements. The types of clusters of programs are research 
and development, student financial aid, and other clusters. “Other clusters” are de­
fined in the Office of Management and Budget (OMB) Circular A-133 Compliance 
Supplement or are designated by a state for federal awards that the state provides to its 
subrecipients that meet the definition of a cluster of programs.
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If an auditee’s federal awards expended include loans and loan 
guarantees,2 the auditor may need to adjust how to apply the pre­
ceding criteria. Circular A-133 states that, when identifying type 
A programs, the inclusion of large loans and loan guarantees 
should not result in the exclusion of other federal programs as 
type A programs. This requirement relates only to loans and loan 
guarantees and not to any other noncash awards. When, based on 
the auditor’s professional judgment, federal programs providing 
loans or loan guarantees significantly affect the number or size of 
type A programs, the auditor should consider the loan or loan 
guarantee programs type A programs and exclude their value in 
determining other type A programs. An example of this concept 
is shown in paragraphs 7.8 and 7.9 of SOP 98-3.
Federal awards expended for purposes of determining type A and 
type B programs is the amount of cash and noncash awards, after 
all audit adjustments are made, shown on the face of the current- 
year schedule of expenditures of federal awards, including the 
notes thereto, and in the data collection form. An auditor who 
uses the prior-year schedule or preliminary current-year estimates 
to plan the audit should recalculate the threshold for type A pro­
grams based on the final amounts to ensure that federal awards 
are properly classified as type A or B. Although the calculation of 
the threshold (and the percentage-of-coverage requirement dis­
cussed in step 4) seems straightforward, some auditors are not 
complying with the requirement. Rounding the calculation is not 
allowed; if the type A threshold calculates to $4,893,000, the au­
ditor cannot round the number to $4.9 million.
Step 2— Identifying Low-Risk Type A Programs
After completing step 1, the auditor should perform a risk assess­
ment of each type A program to identify those that are low risk as 
provided in section 520(c) of Circular A-133. For a type A pro­
gram to be considered low risk, both of the following conditions 
must be met:
2 As provided in Circular A-133, sections 105 and 215(b) through (d), loans and loan 
guarantees represent federal awards.
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1. The program has been audited as a major program in at 
least one of the two most recent audit periods (in the most 
recent audit period in the case of a biennial audit). And
2. In the most recent audit period, the program had no audit 
findings that represent reportable conditions in the inter­
nal control over major programs or material noncompli­
ance with the provisions of laws, regulations, contracts, or 
grant agreements that are related to a major program.
There is no auditor judgment involved in meeting either of these 
criteria. The fact that a type A program was not type A in the pre­
vious two years is not relevant. If a type A program was not au­
dited in the two most recent audit periods, without regard to 
whether it was type A or type B during those periods, it cannot be 
considered low risk and, therefore, must be audited in the current 
period. Similarly, if an auditee did not previously participate in a 
federal award program that is a type A program in the current 
year, that program was not audited in the two most recent audit 
periods and cannot be considered low risk.
Except in the situations discussed in the previous paragraph, Cir­
cular A-133 permits the auditor to conclude, based on profes­
sional judgment, that a type A program is low risk even though 
any of the following occur:
1. In the prior audit period it may have had known or likely 
questioned costs greater than $10,000 for a type of com­
pliance requirement.
2. Known fraud has been identified.
3. The summary schedule of prior audit findings materially 
misrepresents the status of a prior audit finding.
SOP 98-3 gives the following example in which the auditor, 
based on professional judgment, could decide that the program is 
low risk in the current year: Funds expended under a federal pro­
gram in the prior year totaled $10 million, there were known 
questioned costs of $11,000 that related to one isolated instance, 
and there were no additional likely questioned costs.
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In making the final determination of whether a type A program is 
low risk, the auditor also should consider the following risk criteria:
• The nature of oversight exercised by federal agencies and 
pass-through entities
• The inherent risk of the program
• The results of audit follow-up
• Whether any changes in the personnel or systems affecting 
a type A program have significantly increased its risk
• The identification by the federal agency, as provided by the 
OMB in the Supplement, that a program is higher risk
Step 3— Identifying High-Risk Type B Programs
After completing steps 1 and 2, the auditor should identify type 
B programs that are high risk. Step 3 is discussed in section 
520(d) of Circular A-133. Before risk assessing type B programs, 
the auditor should consider whether:
• There are low-risk type A programs. When there are no 
low-risk type A programs (either because there are no 
type A programs or because none of the type A programs 
are low risk), the auditor is not required to perform step
3. When there are no type A programs, the auditor 
would audit as major enough Type B programs to meet 
the percentage-of-coverage rule, as discussed below in step
4. When none of the type A programs are low risk, the au­
ditor would audit as major all type A programs plus any 
additional type B programs needed to meet the percent­
age-of-coverage rule.
• Option 1 or option 2 will be used in step 4 as discussed 
below. The auditor’s decision of which option to choose 
will likely be based on audit efficiency and will affect how 
many type B programs are subject to risk assessment. 
Under option 1, the auditor is required to perform a risk 
assessment on all type B programs (except small type B 
programs as discussed below). In comparison with option
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2, option 1 will likely require the auditor to perform more 
type B program risk assessments, but may also result in the 
auditor having to audit fewer major programs. Under op­
tion 2, the auditor is only required to identify high-risk 
type B programs up to the number of low-risk type A pro­
grams. In comparison with option 1, option 2 will likely 
require the auditor to perform fewer type B risk assess­
ments, but may also result in the auditor having to audit 
more major programs. Paragraph 7.15 of SOP 98-3 pro­
vides examples of these concepts. Under either option, any 
programs that a federal agency or pass-through entity re­
quests be audited as discussed in step 4 below must be au­
dited as a major program.
An auditor is not expected to perform risk assessments on rela­
tively small federal programs. Circular A-133 only requires the 
auditor to perform risk assessments on type B programs as shown 
in the following table.
When Total Federal Cash and Perform Risk Assessment for Type B
Noncash Awards Expended Are— Programs That Exceed the Larger of-—
More than or equal to $300,000 and $100,000 or 3 percent (0.03)
less than or equal to $100 million of federal awards expended
More than $100 million $300,000 or 0.3 percent (0.003)
of federal awards expended
The auditor should identify type B programs that are high risk 
using professional judgment, the risk criteria bulleted above in 
step 2 for type A programs, and the following additional risk cri­
teria for type B programs:
• Weaknesses in the internal control over compliance for the 
program
• Whether the program is administered under multiple in­
ternal control structures
• A weak system for monitoring subrecipients when significant 
parts of the program are passed through to subrecipients
• The extent to which computer processing is used
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• Prior audit findings that have a significant impact on a 
program or for which no corrective action has been imple­
mented since the findings were identified
• The program has not recently been audited as major
Except for known reportable conditions in internal control or in­
stances of noncompliance, a single risk criteria would, in general, 
seldom cause a type B program to be considered high risk.
Step 4— Selecting Major Programs
After completing steps 1 through 3, the auditor identifies major 
programs. At a minimum, sections 215(c) and 520(e) of Circu­
lar A-133 require the auditor to audit all of the following as 
major programs:
• All type A programs, except those identified as low risk 
under step 2
• High-risk type B programs, as identified under either of 
the two options described below
• Programs to be audited as major based on a federal agency 
request, in lieu of the federal agency conducting or arrang­
ing for additional audits, as discussed below
• Additional programs, if any, that are necessary to meet the 
percentage-of-coverage rule, as described below
Section 520(e)(2) of Circular A-133 provides the following two 
options for identifying high-risk type B programs:
1. Option 1—The auditor is expected to perform risk as­
sessments of all type B programs that exceed the 
amount specified in the table shown in step 3, and to 
audit at least one-half of the high-risk type B programs 
as major, unless that number exceeds the number of 
low-risk type A programs identified in step 2 (that is, 
the cap). In this case, the auditor would be required to 
audit as major the same number of high-risk type B pro­
grams as the cap.
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2. Option 2—The auditor is only required to audit as major 
one high-risk type B program for each type A program 
identified as low risk in step 2. Under this option, the au­
ditor would not be required to perform risk assessments for 
any type B program when there are no low-risk type A pro­
grams (that is, the cap is zero).
Paragraph 7.18 of SOP 98-3 provides an example of the applica­
tion of these options. The auditor may choose option 1 or option
2. There is no requirement to justify the reasons for selecting ei­
ther option. The results under options 1 and 2 may vary signifi­
cantly, depending on the number of low-risk type A programs 
and high-risk type B programs. Circular A-133 encourages the 
auditor to use an approach that provides an opportunity for dif­
ferent high-risk type B programs to be audited as major over a pe­
riod of time.
Section 215(c) of Circular A-133 provides for a federal agency to 
request an auditee to have a particular federal program audited as 
a major program in lieu of the federal agency conducting or ar­
ranging for additional audits. To allow for planning, such requests 
are required to be made at least 180 days before the end of the fis­
cal year to be audited. The auditee, after consultation with its au­
ditor, should promptly respond to such a request by informing the 
federal agency whether the program would otherwise be audited 
as a major program using the risk-based approach and, if it would 
not, the estimated incremental cost to audit the program as a 
major program. The federal agency must then promptly confirm 
to the auditee whether it wants the program audited as a major 
program. If the program is to be audited as a major program based 
on the federal agency’s request, and the federal agency has agreed 
to pay the full incremental costs, then the auditee must have the 
program audited as a major program. This approach also may be 
used by pass-through entities for a subrecipient.
Circular A-133 requires the auditor to audit, as major programs, 
federal programs with federal awards expended that, in the aggre­
gate, encompass at least 50 percent of the total federal awards ex­
pended unless the auditee meets the criteria for a low-risk 
auditee, as discussed below. If the auditee is a low-risk auditee,
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the auditor is only required to audit as major programs federal 
programs with federal awards expended that, in the aggregate, en­
compass at least 25 percent of the total federal awards expended. 
(Again, rounding the calculation is not allowed.) If the total 
major programs selected do not equal 50 percent (or 25 percent 
in the case of a low-risk auditee) of the total federal awards ex­
pended, the auditor should select additional programs (either 
type A or type B) to equal the applicable percentage and test 
them as major programs. The auditor may select additional pro­
grams to meet the percentage-of-coverage rule based on profes­
sional judgment and without regard to risk assessment. The 
auditor should apply the percentage-of-coverage rule after all 
other steps in the risk-based approach are completed. The auditor 
cannot just select programs making up 50 percent of federal 
awards expended without completing the other steps.
Section 530 of Circular A-133 establishes certain conditions for 
determining whether an auditee is low risk. An auditee that meets 
all of the following conditions for each of the preceding two years 
(or in the case of biennial audits, the preceding two audit periods) 
qualifies as a low-risk auditee and is eligible for 25 percent of cov­
erage as discussed above:
• Single audits were performed on an annual basis in ac­
cordance with Circular A-133. An auditee that has bien­
nial audits does not qualify as a low-risk auditee, unless 
agreed to in advance by the cognizant or oversight agency 
for audit.
• The auditor’s opinions on the financial statements and the 
schedule of expenditures of federal awards were unquali­
fied. However, the cognizant or oversight agency for audit 
may judge that an opinion qualification does not affect the 
management of federal awards and may provide a waiver.
• There were no deficiencies in internal control over finan­
cial reporting that were identified as material weaknesses 
under the requirements of Government Auditing Standards 
(GAS, also often referred to as the Yellow Book). However, 
the cognizant or oversight agency for audit may judge that
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any identified material weaknesses do not affect the man­
agement of federal awards and may provide a waiver.
• None of the federal programs classified as type A programs 
in either of the preceding two years (or in the case of bien­
nial audits, the preceding two audit periods) had audit 
findings of any of the following: (1) material weaknesses in 
the internal control over compliance, (2) noncompliance 
with the provisions of laws, regulations, contracts, or grant 
agreements that have a material effect on the type A pro­
gram, and (3) known or likely questioned costs that exceed 
5 percent of the total federal awards expended for a type A 
program during the year.
Section 520(g) of Circular A-133 requires that there be audit 
documentation of the risk assessment process used in determin­
ing major programs. It is therefore necessary for the auditor to 
document adequately, as required by generally accepted auditing 
standards (GAAS) and Government Auditing Standards, the deter­
mination of major programs.
Schedule of Findings and Questioned Costs and Data 
Collection Form
Information needed to determine major programs is required to 
be reported on the schedule of findings and questioned costs and 
the data collection form. For example, the schedule and form re­
quire the auditor to report the dollar threshold to distinguish 
type A and type B programs and whether the auditee qualifies as 
low risk. The auditor should review the information on the 
schedule and form to ensure that it is consistent with the infor­
mation developed during the audit and consistent between the 
schedule and the form.
Help Desk—The AICPA Practice Aid Auditing Recipients of 
Federal Awards: Practical Guide for Applying OMB Circular A- 
133, Audits of States, Local Governments, and Non-Profit Or­
ganizations, Second Edition, includes practical checklists for 
performing risk assessments and selecting major programs.
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APPENDIX C
Circular A-133 Audit Internal Control Refresher
As discussed in this Alert, various organizations that monitor the 
quality of Circular A-133 audits are identifying problem areas 
that include the Circular’s internal control requirements. To com­
plement that discussion, we present this “refresher” on certain of 
the internal control requirements of Circular A-133. Auditors 
also should refer to Circular A-133, the Supplement, the General 
Accounting Office’s (GAO’s) 1994 Government Auditing Stan­
dards, as amended (also known as the Yellow Book), and chapter 
8 of SOP 98-3 for the underlying requirements. (You also may 
want to consider referring to those sources to refresh yourself on 
the Circular A-133 requirements concerning applying material­
ity, selecting major programs, compliance testing, and reporting.)
Circular A-133 Internal Control Requirements
In addition to the consideration of internal control over financial 
reporting required by generally accepted auditing standards 
(GAAS) and the Yellow Book, Circular A-133 requires auditors 
to perform procedures to obtain an understanding of internal 
control pertaining to the compliance requirements for federal 
programs. That understanding has to be sufficient to plan the 
audit to support a low assessed level of control risk for major pro­
grams. There are fourteen types of compliance requirements pro­
vided in the OMB Circular A-133 Compliance Supplement. 
Procedures to obtain an understanding of these requirements 
have to be applied only to the applicable compliance require­
ments that could have a direct and material effect on the major 
programs. Further, Circular A-133 requires auditors to plan and 
perform tests of internal control over compliance to evaluate the 
effectiveness of controls unless the internal control is likely to be 
ineffective in preventing or detecting noncompliance with those 
requirements.
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If the auditor determines that internal control is likely to be inef­
fective in preventing or detecting noncompliance, Circular A- 
133 requires the auditor to (1) assess control risk at maximum,
(2) consider the effect of the ineffective control on the extent of 
substantive compliance testing, and (3) report a reportable condi­
tion or material weakness as an audit finding.1
In performing tests of internal control over compliance, the evi­
dential matter that would be sufficient to support a low assessed 
level of control risk is a matter of professional judgment. In eval­
uating the results of tests of controls, the auditor may find that 
the controls do not support a low assessed level of control risk. In 
this situation, the auditor is not required to expand testing of in­
ternal control over compliance; he or she may choose to assess 
control risk at other than low, design the extent of compliance 
testing accordingly, and consider the need to report an audit find­
ing. On the other hand, the auditor may decide to expand the 
testing of internal control over compliance if he or she believes 
that expanded internal control testing would support a reduced 
assessed level of control risk and be more efficient than additional 
tests of compliance.
Level of Internal Control Consideration
In applying the provisions of Circular A-133, ineffective internal 
control relates to individual compliance requirements for each 
major program. For example, controls over eligibility require­
ments may be ineffective because access to participant eligibility 
records is not limited to appropriate persons and there is no re­
view or reperformance of eligibility determinations. The entity 
may, nonetheless, have sufficient controls over allowable costs. In 
this case, the auditor would be required to plan and perform tests 
of controls over allowable costs and to report a reportable condi-
1 For the purpose of reporting internal control audit findings in accordance with Cir­
cular A-133, reportable conditions and material weaknesses are evaluated at a lower 
level than the major program level—they are evaluated in relation to a type of com­
pliance requirement for a major program or an audit objective identified in the 
OMB Compliance Supplement. Also, reportable conditions may individually or cu­
mulatively be material weaknesses, whether for purposes of reporting internal con­
trol over compliance or internal control over financial reporting.
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tion for the lack of control related to eligibility (including 
whether such condition is a material weakness) as part of the 
audit findings and in the auditor’s report on internal control over 
compliance. The auditor in this example also would be required 
to assess the extent of procedures designed to test compliance 
with eligibility requirements. In most cases, the extent of that 
testing would need to be expanded.
Because reportable conditions and material weaknesses for the 
purpose of reporting audit findings in accordance with Circular 
A-133 are in relation to a type of compliance requirement for a 
major program or an audit objective identified in the Supple­
ment, the auditor may not be required to report an audit finding 
if a control that is likely to be ineffective is not material at either 
of those levels. For example, for the program income type of 
compliance requirement, auditees must comply with require­
ments that specify the use of income that is directly generated by 
a program during the grant period. The audit objective identified 
in the Supplement is to determine whether program income is 
correctly recorded and used in accordance with the program re­
quirements, the Circular A-102 Common Rule, and Circular A- 
110, as applicable. Suppose that an auditor assesses the control 
risk for an auditee’s internal control over program income at the 
auditee’s headquarters location as low, but finds that the internal 
control over program income at a satellite location is likely to be 
ineffective. However, the extent of program activities conducted 
at the satellite location, including those that generate program in­
come, are not material to the type of compliance requirement. In 
this situation, the auditor could conclude that the lack of control 
over program income requirements at the satellite location does 
not constitute a reportable condition for the purpose of reporting 
an audit finding.
Auditor Responsibility for Nonmajor Programs
The auditor has no responsibility under Circular A-133 to obtain 
an understanding of internal control or to plan or perform any 
tests of controls over federal programs that are not determined to
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be major, except as may be necessary to follow up on prior audit 
findings as required under Circular A-133, section 500(e).
Documentation
The auditor should thoroughly document his or her work in as­
sessing control risk and in testing internal control. Note that Gov­
ernment Auditing Standards, paragraph 4.37, requires the working 
papers to contain documentation of the work performed to sup­
port significant conclusions and judgments, including descrip­
tions of transactions and records examined that would enable an 
experienced auditor to examine the same transactions and 
records.
Help Desk—You may have been performing Circular A-133 
audits for several years and may not be aware that you have de­
veloped audit processes and procedures that are not fully in ac­
cordance with the Circular and SOP 98-3. Taking (or 
retaking) a training session on Circular A-133 audit require­
ments may be an efficient and effective way for you to identify 
areas in which you need to improve your audits. The AICPA 
offers group-study and self-study continuing professional edu­
cation courses on Circular A-133 audits. You also may want to 
consider consulting the AICPA's Practice Aid, Auditing Recipi­
ents of Federal Awards: Practical Guidance for Applying OMB 
Circular A-133, Audits of States, Local Governments, and 
Non-Profit Organizations, Second Edition, for practical guid­
ance. (See the section of this Alert entitled “References for Ad­
ditional Guidance” for information about how to obtain more 
information on the courses and Practice Aid mentioned here.)
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APPENDIX D
Federal Audit Clearinghouse Submissions Guidance
Questions About Data Collection Form
Auditors and auditees have adapted well to the changes made in 
the data collection form over the last few years. However, the fol­
lowing information describes a few items in the form that have 
prompted questions:
• Multiple Employer Identification Numbers (part I, items 5(b) 
and (c)). The form requires the auditee to complete an ad­
ditional page (page 4) to provide the multiple employer 
identification numbers (EINs), if any, covered in the re­
port. For example, some departments or component units 
of state governments may have been assigned a separate 
EIN by the Internal Revenue Service (IRS). Only a small 
percentage of filers have multiple EINs. The FAC needs in­
formation about all EINs covered by the filing to properly 
identify which organizations are intending to satisfy their 
Circular A-133 audit requirement with the filing.
• Other Entities (part III, item 2). This question asks if the 
auditor's report includes a statement that the auditee's fi­
nancial statements include departments, agencies, or other 
entities that had a separate Circular A-133 audit that is 
not included in the auditee’s Circular A-133 audit. 
(AICPA Statement of Position [SOP] 98-3, Audits of 
States, Local Governments, and Not-for-Profit Organizations 
Receiving Federal Awards, paragraph 10.54, states that if 
the audit of federal awards did not encompass the entirety 
of the auditee's operations expending federal awards, the 
operations that are not included should be identified in a 
separate paragraph in the auditor's report.) The form’s in­
structions clarify that an auditee should not submit a re­
porting package or data collection form if the entity’s
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operations are included in another entity’s Circular A-133 
audit report. For example, a university that is included in 
a state’s Circular A-133 audit report and data collection 
form should not submit a separate reporting package or 
data collection form.
• Audit Findings (part III, item 8). This item asks whether a 
summary schedule of prior audit findings was prepared. 
The intent of this item is to determine whether the auditee 
complied with the provisions of section 315 of Circular A- 
133. That section requires, in part, that the auditee prepare 
a summary schedule to report the status of all audit find­
ings included in the prior audit’s schedule of findings and 
questioned costs relative to federal awards as well as all 
audit findings reported in the prior audit’s summary 
schedule of prior audit findings. However, findings in the 
prior audit’s summary schedule of prior audit findings 
listed as corrected, no longer valid, or not warranting fur­
ther action as provided in Circular A-133 need not be in­
cluded in the current summary schedule of prior audit 
findings. Some auditees do not have prior audit findings to 
report but, nevertheless, prepare a summary schedule of 
prior audit findings stating that there were no such find­
ings. In that situation, the auditor should answer “no” to 
part III, item 8, because, even though a summary schedule 
of prior audit findings was prepared, it only states that 
there were no prior audit findings to report.
Auditors are reminded to exercise care in identifying whether or 
not individual federal awards were received directly from a federal 
awarding agency, which is a required data field on the data collec­
tion form (part III, item 10e). When an award consists of both 
direct and indirect (received by a subrecipient through a pass­
through entity) funds, the auditor should list direct expenditure 
detail on one line and indirect expenditure detail on another line. 
The correct classification of awards as direct or indirect is impor­
tant for identifying cognizant and oversight agencies for audit 
and for the federal agencies to track awards. FAC has observed a 
number of data collection forms for local school districts listing
61
Title I Grants to Local Educational Agencies (CFDA number 
84.010) as direct awards when, in fact, Title I grants are made to 
states and always are indirect awards to local school districts.
Online Form Submissions
The FAC now permits online submissions of the data collection 
form on its Web site in a system called the Internet Data Entry 
System (IDES). The FAC has received about 60 percent of fiscal 
year 2001 data collection forms through the IDES. The OMB 
and the FAC encourage auditors and auditees to increase their 
use of the IDES to submit data collection forms.
The IDES makes completing the data collection form quicker, 
easier, and more accurate. The IDES allows you and your audi­
tees to complete your portions of the data collection form online 
directly into the system, and to benefit from online edits on the 
data entered in many items before submitting the form. In fact, 
the IDES does not permit the form to be submitted online if 
there are unresolved edit failures. Although the form is submitted 
electronically through this process, it still needs to be printed, 
signed, and dated by you and the auditee, and mailed to the FAC 
with the appropriate number of audit reporting packages.
Errors Noted in IDES Submissions
Reports on 2001 audits filed using the IDES have experienced a 
rejection rate of about 13 percent, as compared to a rejection rate 
of about 30 percent in non-IDES submissions. The following are 
among the reasons for the FAC's rejection of IDES submissions:
• Lack of familiarity with the new form
• Failure to include all the parts of the reporting package 
with the data collection form
• Not signing or dating the form
• Listing multiple CFDA programs on one line
• Entering a program name as none
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The FAC also has been rejecting IDES submissions because audi­
tors or auditees use correction fluid to make changes to the paper 
copy of the data collection form after electronic submission. This 
often occurs because the form is submitted through the IDES be­
fore the auditor and auditee complete their reviews and identify 
changes that are needed to the data on the form. For review pur­
poses, auditors and auditees should print the form in draft mode, 
not in the final mode that is available after the form is submitted. 
Data collection forms submitted through the IDES are locked 
when the submit button is pushed. If, after submitting a form, 
you later determine that data in it need to be changed, and the 
paper copy has not yet been mailed to the FAC with the reporting 
packages, you can call the FAC and ask them to unlock the form 
to permit the change. (The FAC is looking into how to enhance 
the IDES to allow revisions of online submissions without having 
the FAC unlock the form.) However, if the paper copy has been 
mailed, you will need to submit a revised data collection form in 
hard copy format to make the change.
Finally, the FAC has been rejecting IDES submissions because 
paper copies of the form show different report identification 
numbers on different pages and are printed in draft form or are 
printed by using print screen, which cuts off part of the fields. 
When an auditor or auditee creates a session by beginning the 
process of inputting data into a form for a particular auditee and 
audit year, the IDES assigns a report identification number. The 
auditor and auditee can log off the system and later reenter the 
session using the report identification number and a password 
that the auditor or auditee created when the session began. Some­
times the auditor or auditee loses the password and creates a new 
session for the same form, completing only the pages that were 
not filled in and printed during the previous unsubmitted ses­
sion. If a form is printed in draft or print screen modes and cre­
ated in different sessions under different identification numbers, 
the form is never subjected to the IDES edits and never submit­
ted to the FAC database. Therefore, although on paper it might 
appear to the auditor and auditee that they have submitted the 
form through the IDES, that is not the case. Instead, the 
unedited data remains in different files on the Internet and never
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makes its way through the FAC firewalls into the IDES. As a re­
sult, when submitting a form through the IDES, you should be 
sure to work in a single session (thereby creating a single file and 
report identification number), and follow the submit and print 
instructions. Also be sure to document the password for the ses­
sion because the FAC cannot retrieve passwords.
One feature of the IDES that has greatly reduced error rates and 
effort is the ability to upload (rather than manually input) a large 
number of programs or contracts in the form's listing of federal 
awards expended (page 3) and a large number of EINs (page 4) 
from spreadsheet files. Instructions for uploading spreadsheet 
files are on the FAC Web site. This upload feature, which reduces 
data entry effort, makes the use of the IDES especially beneficial 
for auditors of large entities and entities with a large number of 
federal awards.
Help Desk—If you have questions or encounter problems 
while entering data on the IDES, you can call the FAC for cus­
tomer assistance at (800) 253-0696, from 7 A.M. through 
5:30 P.M. Eastern time. Customer assistance can help you with 
your issue while you are online with the IDES. You also can e- 
mail your question or problem to the FAC at govs.fac@cen- 
sus.gov, if you do not need assistance while online.
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